DOCUMENT RESUME 



ED 438 346 



UD 033 310 



AUTHOR 

TITLE 

INSTITUTION 
SPONS AGENCY 



PUB DATE 
NOTE 



AVAILABLE FROM 



PUB TYPE 
EDRS PRICE 
DESCRIPTORS 



Acs, Gregory; Gallagher, Megan 

Income Inequality among America’s Children. New Federalism: 
National Survey of America's Families. Series B, No. B-6. 
Urban Inst., Washington, DC. 

Annie E. Casey Foundation, Baltimore, MD . ; Kellogg 
Foundation, Battle Creek, MI.; Robert Wood Johnson 
Foundation, Princeton, NJ. ; Henry J. Kaiser Family 
Foundation, Menlo Park, CA. ; Ford Foundation, New York, NY.; 
John D. and Catherine T. MacArthur Foundation, Chicago, IL.; 
David and Lucile Packard Foundation, Los Altos, CA. ; 

McKnight Foundation, Minneapolis, MN.; Commonwealth Fund, 

New York, NY.; Weingart Foundation, Los Angeles, CA. ; Lynde 
and Harry Bradley Foundation, Milwaukee, WI . ; Joyce 
Foundation, Chicago, IL. ; Rockefeller Foundation, New York, 
NY. 

2000 - 01-00 

7p . ; Additional support from the Charles Stewart Mott 
Foundation, the Stuart Foundation, and the Fund for New 
Jersey. Part of the Urban Institute’s "Assessing the New 
Federalism” project, a multi-year effort to monitor and 
assess the devolution of social programs. 

The Urban Institute, 2100 M Street, N.W., Washington, DC 
30027. Tel: 877-847-7344 (Toll Free); e-mail: 
pubs@ui.urgan.org; Web site: http://www.urban.org. 

Reports - Research (143) 

MF01/PC01 Plus Postage. 

*Child Welfare; ^Children; Economic Factors; ^Income; Low 
Income Groups; Poverty; ^Resource Allocation; State 
Programs ; *Urban Youth 



ABSTRACT 



This brief examines the disparity in resources available to 
children in different types of families and different parts of the country, 
using data from the 1997 National Survey of America’s Families (NSAF) , which 
collected data from about 44,000 households in 1997. Economic well-being 
among children varies substantially, according to the NSAF, both by type of 
family and by state. The most conspicuous finding is that children in 
two-parent families have almost three times the resources available to them 
as do children in one-parent families. There are great differences in median 
family income by state, with states in the South tending to have lower median 
family income than states in the Northeast or Midwest . States with lower 
average incomes available to children naturally tend to have higher child 
poverty rates, and these are also the states that tend to have the most 
inequality in child economic well-being. Findings suggest that even these 
states may have resources that can be brought to bear on the needs of their 
poorer children. One option might be introducing or increasing an earned 
income tax credit. (SLD) 
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Income Inequality among 
America’s Children 1 



Gregory Acs and Megan Gallagher 



early one out of every five American chil- 
dren is poor, making children twice as like- 
ly to be poor as adults in this country. This 
brief examines the disparity in resources 
available to children in different types of families and 
in different parts of the country using data from the 
1997 National Survey of America’s Families 
(NSAF)2 

Economic well-being among children varies 
substantially, according to the 
NSAF, both by type of family 
and by state. 3 For example, on 
average children living with both 
parents have more than twice as 
much income available to them 
as children living with only one 
parent. Additionally, the average 
income available to children in a 
high-income state, such as New Jersey, is twice as 
high as that in a low-income state, such as 
Mississippi. However, most (five-sixths) of the 
income inequality among children comes not from 
family type or state of residence but from differences 
in the income-producing ability of the adults with 
whom they live. 

We also find that states with high child poverty 
rates also tend to have high levels of inequality. This 
suggests that even “low-income” states — which also 
tend to have high child poverty rates — may have a 
substantial number of higher-income families and 
thus have additional resources within their borders 



that can be brought to bear on the needs of their poor- 
est children. 

Family Income Available to 
Children 

When measuring family income available to 
children, the first question is, Whose income should 
be counted? In calculating fami- 
ly income, the Census Bureau 
includes the incomes of all fami- 
ly members living together who 
are legally related to one another 
through blood, marriage, or adop- 
tion. But this may be too narrow 
a definition to capture the com- 
plexity of today’s families. Many 
children live in families that are also home to adults 
who are not legal relatives. For this reason, except 
where specifically noted, the discussion here focuses 
on a wider definition of family — the social family. 
Social families include all legal family members who 
live with the child, plus all parental partners who are 
not formally married and any other nonfamily house- 
mates whose resources are presumably available to 
the children with whom they live. 4 

Since the income available to a child depends 
not only on the dollars of income but also on the size 
of the family (more members mean fewer resources 
available to each), an additional adjustment needs to 




We also find that , 
states with high child 
poverty rates also 
tend to have high 
levels of inequality. 
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Table 1 

Median Family Income Available to Children, by Living Arrangement, 1996 





Legal Families 


Social Families 


Income 


Income-to- 
Needs Ratio 


Income 


Income-to- 
Needs Ratio 


All Children 


$39,000 


2.36 


$40,000 


2.39 


j Children in Two-Parent Families 


49,401 


2.84 


49,556 


2.87 


§ Children in One-Parent Families 


17,328 


1.15 


19,200 


1.27 



Source: Urban Institute tabulations from the 1997 National Survey of America’s Families. 
* See text for definition. 



be made to obtain a more complete 
income picture for children. An easy 
way to adjust for family size is to con- 
vert cash income into a measure that 
expresses a family’s income as a pro- 
portion of the official federal poverty 
line for a family of that size — called the 
income-to-needs ratio. A family with 
income exactly at the poverty 
line, for example, is at 100 per- 
cent of poverty and has an 
income-to-needs ratio of 1 .00. 

Table 1 shows how the 
median family incomes avail- 
able to children differ by type 
of family and living arrange- 
ment. The most conspicuous 
finding is the enormous income 
disparity between children in 
two-parent families and chil- 
dren in one-parent families. 

For the legal definition of fami- 
ly (as defined by the Census 
Bureau), children in two-parent 
families have almost three 
times the resources available 
to them as do children in one- 
parent families. For the social 
definition, children in two- 
parent families still have over 
two and one-half times the 
family resources available to 
them as do children in one- 
parent families. 

Whether the focus is on 
legal or social families makes 
little difference to median fami- 
ly income for two-parent fami- 
lies ($49,401 versus $49,556). 

For single-parent families, how- 
ever, the difference is almost 
$2,000 a year ($17,328 versus 
$19,200), highlighting the 
importance of nonparental 
income sources for the well- 
being of these children. 



Adjusting for family size reduces 
family income disparities somewhat, 
but does not change the basic picture. 
For two-parent families, the definition 
of family makes little difference to the 
median family income-to-needs ratio 
(2.84 for legal families versus 2.87 for 
social families). For single-parent 



families, the family income available 
to children, as before, is greater for 
social than for legal families (1.27 ver- 
sus 1.15). And children in two-parent 
families still have much more income 
available to them than do their coun- 
terparts in one-parent families when 
family size is taken into account. 
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Figure 1 

Family Income Sources Available to Children, by Living 
Arrangement, 1996 
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Social family income is based on Urban Institute tabulations from the 1997 National Survey 
of America's Families. 
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The sources of support available 
to children also vary considerably by 
their living arrangements. Figure 1 
shows that, on average, over three- 
quarters of the resources available to 
all children come from parental earn- 
ings. For children in two-parent fami- 
lies, income from parental earnings 
accounts for over 90 percent of the 
total. For children in one-parent fami- 
lies, the proportion is considerably 
lower, but still more than half. Public 
transfers and social insurance make up 
a greater proportion of income for chil- 
dren in one-parent families (23.6 per- 
cent versus 3.9 percent for children in 
two-parent families). Similarly, non- 
parental earnings and private transfers, 
such as cash from extended family or 
friends, represent larger shares of 
income for children in one-parent fam- 
ilies than for children in two-parent 
families. 

Simequalliifcy in Family 
Incomes Available tto 
Children across and 
within States 

Child economic well-being varies 
widely by state. Table 2 lists the 13 
states that are a particular focus of the 



States in the South tend to have lower 
median incomes than states in the 
Northeast and Midwest. Mississippi has 
the lowest median income available to 
children and New Jersey generally has 
the highest, with almost twice as much 
income available to the median child 
(an income-to-needs ratio of 3.27 com- 
pared with 1.67 for Mississippi). 

Within states, median income 
available to children varies by family 
type. When we examine children in 
two-parent and one-parent families sep- 
arately, we find that children in New 
Jersey do not universally have the high- 
est median incomes available to them: 
New Jersey ranks 1st in income for chil- 
dren in two-parent families but only 3rd 
for children in one-parent families. 
New York ranks much higher for chil- 
dren in two-parent families (5th) than 
one-parent families (10th). Wisconsin, 
in contrast, ranks 1st for children in 
one-parent families, but only 6th for 
children in two-parent families. 
Mississippi consistently ranks 13th out 
of 13 states. 

The median family income mea- 
sure used so far tells us the family 
income available to the child in the mid- 
dle of that state’s income distribution. It 
says nothing about how much better off 



ture of inequality in the family incomes 
available to children within a state, we 
measure overall inequality among chil- 
dren using two indexes of inequality, 
both developed to summarize six stan- 
dard measures of income inequality.5 

The simple inequality index mea- 
sures family income inequality among 
all children taken together. 6 The com- 
posite inequality index takes into 
account income differences by living 
arrangement — combining the separate 
inequality scores for all children, chil- 
dren in two-parent families, and chil- 
dren in one-parent families. 7 The two 
summary measures tell essentially the 
same story. 

States vary considerably in how 
unequally family income available to 
children is distributed. Table 3 
arranges the 13 focal states into high-, 
medium-, and low-inequality groups. 
California, Mississippi, New York, and 
Texas are high-inequality states on both 
indexes. Minnesota, Washington, and 
Wisconsin are low-inequality states on 
both indexes. 

Factors Dirivaimg Omicome 
0ineqgya9o<ty among 
Children 



NSAF in descending order of median 
family income available to children. 


some children in that state are relative to 
others in the same state. To gain a pic- 


The overall picture, therefore, is 
one of substantial child inequality 








Table 2 








State Differences in Social Family Median Income Available to Children, by Living 




Arrangement (1996 Income-to-Needs Ratios)* 










Children in 


Children in 




All Children 


Two-Parent Families 


One-Parent Families 




Income-to- Descending 


Income-to- 


Descending 


Income-to- 


Descending 




Needs Ratio 


Order 


Needs Ratio 


Order 


Needs Ratio 


Order 


United States 


2.39 




2.87 




1.27 




New Jersey 


3.27 


(1) 


3.85 


(1) 


1.44 


(3) 


Massachusetts 


3.00 


(2) 


3.60 


(2) 


1.42 


(4) 


Minnesota 


2.87 


(3) 


3.20 


(3) 


1.67 


(2) 


Wisconsin 


2.76 


(4) 


3.05 


(6) 


1.70 


(1) 


Michigan 


2.72 


(3) 


3.14 


(4) 


1.31 


(7) 


Washington 


2.65 


(6) 


2.93 


(8) 


1.65 


(3) 


Colorado 


2.61 


(7) 


2.97 


(7) 


1.51 


(6) 


New York 


2.39 


(8) 


3.17 


(3) 


1.05 


(10) 


Florida 


2.14 


(9) 


2.77 


(10) 


1.22 


(8) 


Alabama 


2.08 


(10) 


2.80 


(9) 


0.88 


(12) 


California 


2.03 


(11) 


2.60 


(ID 


1.04 


(11) 


Texas 


2.02 


(12) 


2.46 


(12) 


1.13 


(9) 


Mississippi 


1.67 


(13) 


2.48 


(13) 


0.81 


(13) 



Source: Urban Institute calculations from the 1997 National Survey of America’s Families. 
* See text for definition. 
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Table 3 



State Inequality in Social Family Income Available to Children, 

1996 





Simple Inequality Index 3 


Composite Inequality Index b 


High 


California 


0 


0 


Mississippi 


0 


0 


New York 


0 


0 


Texas 


0 


0 


Medium 


Alabama 


} 


} 


Colorado 


} 


} 


Florida 


} 


} 


Massachusetts 


} 


} 


New Jersey 


} 


} 


Michigan 0 




G 


Low 


Minnesota 


G 


G 


Washington 


G 


G 


Wisconsin 


G 


G 



Source: Urban Institute calculations from the 1997 National Survey of America’s Families. 



a. Measures inequality for all children taken as a single group. 

b. Combines separate measures for all children, children in one-parent 
families, and children in two-parent families. 

c. Michigan has same score as two states in the medium group. 

0 indicates high inequality. 

} indicates medium inequality. 

G indicates low inequality. 



both across and within states. The 
results presented so far, however, do 
not identify the factors driving the 
inequality. If resource differences 
across states are important, for exam- 
ple, policies that redress economic 
imbalances between states may effec- 
tively reduce inequality and aid low- 
income children. If differences in 
incomes between two- and one-parent 
families contribute heavily to inequal- 
ity among children, policies aimed at 
promoting two-parent families and/or 
providing help specifically to one- 
parent families may be important. If 
neither state nor living arrangements 
account for the bulk of the inequality, 
the variation in the ability of adult 
family members to generate income is 
likely the main factor, and policies 
that raise the earning capacity of low- 
income families directly may be the 
most effective way to reduce income 
inequality. 

An effective way to identify the 
relative contributions of the various 
factors driving child inequality 



involves a regression analysis, which 
allows the analyst to disentangle the 
relative importance of each factor 
taken by itself. 8 State differences, 
other things being equal, account for 
very little (1 percent) of the overall 
inequality in family incomes available 
to children. Living arrangements 
account for considerably more, but 
still only a modest share of the total. 
State of residence and living arrange- 
ment together account for only one- 
sixth (17 percent) of the overall 
inequality in family incomes available 
to children. These results suggest that 
differences in adult earnings and 
unearned income (primarily public 
transfers) are the main cause of 
inequality in the resources available 
to children. 9 

The Link bettweemi 
Jmieqyaloty and CMdl 
Poverty 

Not surprisingly, states with lower 
average incomes available to children 



tend to have higher child poverty rates, 
which also vary considerably from state 
to state. But even states with low medi- 
an incomes have both poor and rich 
families. If the high child poverty states 
are also states with high child income 
inequality, they may have more 
resources that could potentially be 
devoted to the needs of poor children 
than their median incomes would sug- 
gest. 

Comparing the state ordering of 
income (see table 2) with the state 
ordering of inequality (see table 3) 
already suggests that the poorer states 
tend to be the most unequal ones. 
California, Mississippi, and Texas, for 
example, are the three poorest states in 
terms of median resources available to 
children (table 2) and are all in the high- 
inequality category (table 3). Minne- 
sota and Wisconsin rank in the top four 
in median income and are in the low- 
inequality group. A formal analysis 
confirms this link, yielding statistical 
correlations between median family 
income and the simple and composite 
indexes of child inequality of 0.87 and 
0.77, respectively (out of a possible 
maximum of 1 .00 if the two were per- 
fectly correlated and 0 if there were no 
link at all). 

These findings suggest that, even 
though the high-inequality states tend to 
have lower average incomes available 
to children, they may well have 
resources that can be brought to bear on 
the needs of their poorer children. 
(Whether they use any additional public 
resources for children, of course, 
depends on the extent to which they 
also have childless persons with signifi- 
cant unmet needs as well as on the pri- 
ority they assign to helping children 
versus other needy groups.) 

For states that wish to reduce the 
amount of income inequality among 
children, several actions are possible. 
The most obvious would be for states 
with high inequality to increase their 
cash transfers to poor families with chil- 
dren. Other research shows, for exam- 
ple, that these states tend to have the 
least-generous welfare benefits (Moffitt 
1999). But even the welfare benefits 
offered by high-benefit states leave 
families with no other income well 
below the poverty line. In addition, 
raising cash benefit levels could have 
the disadvantage of drawing low- 
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income working families out of jobs 
and onto the welfare rolls. 

An alternative to raising the 
incomes of low-income families is for 
high-inequality states to focus their 
resources on helping working families. 
A particularly effective policy to supple- 
ment the incomes of working families is 
the earned income tax credit, which sup- 
plements the earnings of low-income 
family members who work but is not 
available to families that have no earn- 
ings. States with high child inequality 
could either introduce or increase an 
existing earned income tax credit, thus 
enhancing the incomes of their poorer 
children while also encouraging work. 



Motes 

1. This brief is drawn from Acs 
and Gallagher (1999). 

2. The first wave of the NSAF 
collected economic, health, and social 
information on 44,000 households 
between February and November of 
1997. The survey oversamples house- 
holds with incomes under 200 percent 
of the federal poverty level and house- 
holds in each of 13 targeted states. The 
NSAF provides information on a 
nationally representative sample of the 
civilian, noninstitutionalized population 
under age 65 and their families. A sec- 
ond wave of this survey is being fielded 
in 1999. For more information, includ- 
ing the survey methods and data relia- 
bility, see Dean Brick et al. (1999). 

3. There is an important distinc- 
tion between focusing on child income 
inequality (that is, differences in family 
incomes available to children) and fam- 
ily inequality (that is, differences in 
incomes among families). In a family- 
based approach, for example, a wealthy 
family with one child and a poor family 
with two children would count as one 
rich family and one poor family. A 
child-based approach would count the 
same information as one rich child and 
two poor children. 

4. “Income” as used here includes 
all earnings of adults in the family and 
public transfers and social insurance, 
private transfers, and other cash income 
(such as interest received by any family 



o 




member). It excludes the value of near- 
cash benefits like food stamps. Income 
figures are for 1996. “All children” 
entries in the exhibits include children 
who live with neither parent as well as 
children who live with one or two par- 
ents. 

5. Three of these are measures of 
inequality over the entire income distri- 
bution (the Gini coefficient, the coeffi- 
cient of variation, and the variance of 
the natural logarithm of income). The 
other three are ratios that measure the 
distance between the income of some- 
one at a particular point in the distribu- 
tion and the income of another person at 
some lower point (the 50/20 percentile 
ratio, the 80/20 percentile ratio, and the 
80/50 percentile ratio). For further 
explanation and detail, see Acs and 
Gallagher (1999). 

6. This is referred to as the “all 
children index” in Acs and Gallagher 
(1999). 

7. Both summary indexes are 
computed by assigning each state a 
score based on whether it ranks high 
(2), medium (1), or low (0) on each of 
the 6 separate measures of income 
inequality. The 6 measures are the 
Gini coefficient, the coefficient of 
variation, the variance of the natural 
logarithm of income, the ratio of 
income of the 80th percentile to the 
20th percentile, the ratio between the 
median and the 20th percentile, and 
the ratio between the 80th percentile 
and the median. There are 6 measures 
for the simple index, because all chil- 
dren are treated as the same group. 
But there are 18 (3 times 6) measures 
in total for the composite index, 
because the composite index treats all 
children, children in two-parent families, 
and children in one-parent families as 
three distinct groups. Thus, if a state 
ranks high on each inequality mea- 
sure, it scores 12 (or 36) on the sum- 
mary measures. If it scores 0 on all 6 
(or 18) inequality measures, it scores 0 
on the summary measures. The state 
score is then divided by the maximum 
number of points to yield indexes that 
go from 0 to 1 . For the ranges shown 
in table 3, “high” is roughly from 1.0 
to 0.7, “medium” roughly from 0.6 to 
0.4, and “low” roughly from 0.3 to 0.1. 



For more detail, see Acs and Gallagher 
(1999). 

8. For computational conve- 
nience, this part of the analysis uses the 
variance of the natural logarithm of 
income as the measure of inequality 
and dollar incomes rather than income- 
to-needs ratios. The results presented 
here are based on a set of three regres- 
sions on the natural logarithm of 
income: In the first regression, the 
explanatory variables are a series of 
dummies indicating the children’s state 
of residence; in the second, the 
explanatory variables are a series of 
dummies indicating children’s living 
arrangements; and in the third, the 
explanatory variables are a series of 
dummy variables capturing both the 
state and living arrangements of children 
(e.g., one-parent family in Alabama, 
two-parent family in Alabama, two- 
parent family in Washington). For 
details, see Acs and Gallagher (1999). 

9. The combined influence of liv- 
ing arrangement and state comes to 
slightly more than the total of the two 
separate influences because they influ- 
ence one another to some degree. 
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